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PricewaterhouseCoopers LLP

Pricewaterhouse000pers Center

300 Madison Avenue

New York NY 10017
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Report of Independent Auditors

To the Board of Directors and Shareholder of Commonfund Securities Inc

In our opinion the accompanying statement of financial condition presents fairly in all material

respects the financial position of Commonfund Securities Inc the Company at June 30 2009 in

conformity with accounting principles generally accepted in the United States of America This

financial statement is the responsibility of the Companys management our responsibility is to express

an opinion on this financial statement based on our audit We conducted our audit of this statement in

accordance with auditing standards generally accepted in the United States of America which require

that we plan and perform the audit to obtain reasonable assurance about whether the statement of

financial condition is free of material misstatement An audit includes examining on test basis

evidence supporting the amounts and disclosures in the statement of financial condition assessing the

accounting principles used and significant estimates made by management and evaluating the overall

statement of financial condition presentation We believe that our audit of the statement of financial

condition provides reasonable basis for our opinion

The Company is member of group of affiliated companies and as disclosed in the notes to the

financial statement has extensive transactions and relationships with members of the group Because

of these relationships it is possible that the terms of these transactions are not the same as those that

would result from transactions among wholly unrelated parties

August 25 2009
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Assets

Cash and cash equivalents 8831256

Receivables from affiliated organizations 3522859

Other receivables 40898

Deferred tax asset 1013034

Property and equipment at cost less accumulated depreciation

and amortization Note 139976

Prepaid expenses and other assets 152980

Total assets 13701003

Liabilities and Shareholders Equity

Accounts payable and accrued expenses 6402219
Tax liability 1223929

Payable to affiliated organizaons 48683

Total liabilities 7674831

Commitments and contingencies Note

Common stock $0.01 par value 1000 shares

authorized issued and outstanding 10

Paid-in-capital 3555418
Retained earnings 2470744

Total shareholders equity 6026172

Total liabilities and shareholders equity 13701003

The accompanying notes are an integral part of this financial statement
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Nature of Business

Commonfund Securities Inc the Company is Delaware stock corporation managed by its

Board of Directors The Company commenced operations on September 1997 for the purpose

of providing broker-dealer services to Commonfund Capital Inc and Commonfund Realty Inc

wholly-owned subsidiaries of Commonfund Holding Company Inc HoldCo wholly-owned

subsidiary of The Common Fund for Nonprofit Organizations Commonfund On July 1999
the ownership of the Company was transferred to HoldCo and the Company expanded its broker-

dealer services to Commonfund and all of its subsidiaries The Company is registered as broker-

dealer and is member of the Financial Industry Regulatory Authority FINRA formerly National

Association of Securities Dealers Inc.

Significant Accounting Policies

Basis of Accounting
The preparation of financial statements in conformity with accounting principles generally accepted

in the United States of America requires the Company to make estimates and assumptions that

affect the reported amounts of assets and liabilities and the disclosure of contingent assets and

liabilities at the date of the financial statements as well as the reported amounts of income and

expenses during the reporting period Actual results could differ from those estimates

Income Taxes

Deferred income taxes are recognized for the future tax consequences attributable to the

differences between the financial statement carrying amounts of existing assets and liabilities and

their respective tax bases temporary differences Deferred tax assets and liabilities are

measured using enacted tax rates expected to apply to taxable income in the years in which those

temporary differences are expected to be recovered or settled

The deferred income tax asset reported on the statement of financial condition does not include

any valuation reserve at June 30 2009 All cumulative temporary differences are deemed more

likely than not to be realized in future years

As of June 30 2009 the Company has recorded net deferred tax assets of $1013034 resulting

primarily from temporary differences associated with the Companys deferred and incentive

compensation plans

Cash and Cash Equivalents

Cash includes cash held on deposit with the Companys custodian Wachovia Bank Wachovia
Cash equivalents include highly liquid short-term investments including money market account

that invests in short-term US Treasury securities and US Treasury Bills and demand deposits

maturing within three months of the date of the acquisition

At June 30 2009 cash and cash equivalents consisted of demand deposits and $8537 in the

Evergreen Institutional Money Market Fund an investment product sponsored by an affiliate of the

Company valued at cost which approximates market value

Property and Equipment

Expenditures which significantly increase the value or extend the useful lives of assets or which are

incurred during construction phase are capitalized Property is stated at cost less accumulated

depreciation Depreciation is computed using the straight-line method over the estimated useful

lives of the assets Depreciation for leasehold improvements is computed using the straight-line
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method over the term of the lease obligation Maintenance and repair costs are charged to

expense as incurred The major categories of fixed assets as of June 30 2009 are Furniture

Fixtures and Equipment with cost and accumulated depreciation of $167272 and $60972

respectively Leasehold improvements were placed into service on the effective date of the office

lease on December 31 2006 with cost and accumulated depreciation of $52044 and $18368

respectively

Valuation of Investments

Portfolio investments are carried at fair value in accordance with Statement of Financial Accounting

Standards No 157 Fair Value Measurements SEAS 157 Investments in securities that are

publicly traded are valued based on observable market prices on June 30 2009 Investments for

which observable market prices do not exist are reported at fair value as determined by the

Company

SFAS 157 established fair value hierarchy that prioritizes the inputs to valuation techniques used

to measure fair value The hierarchy gives the highest priority to unadjusted quoted prices in active

markets for identical assets or liabilities Level measurements and the lowest priority to

unobservable inputs level measurements The three levels of the fair value hierarchy under

FAS 157 are as follows

Level Inputs that reflect unadjusted quoted prices in active markets for identical assets or

liabilities that the Company has the ability to access at the measurement date

Level Inputs other than quoted prices that are observable for the asset either directly or

indirectly including inputs in markets that are not considered to be active

Level Inputs that are unobservable

Inputs are generally used in applying the valuation techniques and broadly refer to the assumptions

that the Company uses to make valuation decisions including assumptions about risk Inputs may
include price information volatility statistics specific and broad credit data liquidity statistics and

other factors An investments level within the fair value hierarchy is based on the lowest level of

any input that is significant to the fair value measurement The Company considers observable

data to be that market data which is readily available regularly distributed or updated reliable and

verifiable not proprietary and provided by independent sources that are actively involved in the

relevant market The categorization of financial instrument within the hierarchy is based upon the

pricing transparency of the instrument and does not necessarily correspond to the Companys
received risk of that instrument

As of June 30 2009 both the Companys investment in Nasdaq of $6393 which is included in

Prepaid expenses and other assets and the Companys investment in the Evergreen Institutional

Money Market Fund are considered level one financial instruments

New Accounting Pronouncements

In July 2006 the Financial Accounting Standard Board FASB issued FASB Interpretation No 48

FIN 48 Accounting for Uncertainty in Income Taxes an interpretation of Statement of Financial

Standards SFAS No 109 Accounting for Income Taxes FIN 48 addresses how reporting

company accounts for all tax positions including the uncertain tax positions reflected or expected to

be reflected in the companys past or future tax returns The interpretation also requires the

company to recognize interest and penalties associated with the uncertain tax positions On

December 30 2008 the FASB issued FIN 48-3 Effective Date of FASB Interpretation No 48 for
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Certain Nonpublic Enterprises FSP 48-3 which once again deferred the effective date of FIN

48 Management has elected to take advantage of this deferral and will continue to accrue for

liabilities relating to uncertain tax positions only when such liabilities are probable and reasonably

estimable Management is currently evaluating the impact if any the adoption of FIN 48 will have

on the Companys financial condition results of operations or cash flows of the Company

Related Parties

Commonfund and its affiliated entities provide certain centralized services to the Company such

as information technology human resource administration and accounting It is managements
belief that such services are compensated for based on arms length principles

Net Capital Requirements

As registered broker-dealer and member of FINRA the Company is required to maintain

minimum net capital in accordance with the Securities and Exchange Commissions SEC
Uniform Net Capital Rule 5c3-1 the Rule

Under the Rule as registered broker-dealer the Company is required to maintain minimum net

capital equal to the greater of $5000 or 6-2/3% of aggregate indebtedness as defined which

indebtedness amounted to $7674831 at June 30 2009 At June 30 2009 the Companys ratio of

aggregate indebtedness to net capital was 6.61 to and net capital was $1161188 which was

$649533 in excess of such required net capital

Concentrations of Credit Risk

The Companys cash is held at major regional U.S Bank The Companys cash balance which

typically exceeds Federal Deposit Insurance Corporation insurance coverage subjects the

Company to concentration of credit risk The Company regularly monitors the credit ratings of this

financial institution in order to mitigate the credit risk that exists with the balances in excess of

insured amounts

Commitments and Contingencies

The Company has an office share agreement with Commonfund whereby the Company is charged

rent based on square footage occupied at Commonfunds headquarters Rental expense for the

year ended June 30 2009 was $592858 Additionally on December 2006 the Company
entered into an office lease agreement for its Los Angeles office at an annual rent of $118908 plus

any increases in operating expense over its base year The term of the Los Angeles lease is

years and month

In the normal course of business the Company enters into contracts that contain variety of

warranties and indemnifications that provide general indemnifications The Companys maximum

exposure under these arrangements is unknown as this would involve future claims that may be

made against the Company that have not yet occurred However based on experience the

Company expects the risk of loss to be remote

Incentive Compensation Plans

The Company offers number of compensation programs the Plans to attract and retain key

personnel Compensation under certain of these programs will be paid in future years to eligible
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employees who are employed by the Company The costs of the Plans are recognized over the

scheduled service periods Amounts charged to expense included in salaries benefits and payroll

taxes in the financial statements related to the Plans were $1600465 for the year ended June 30
2009 The unvested future payments related to the awards made under the Plans are estimated to

total $1647098 and $899348 for the years ending June 30 2010 and 2011 respectively

Subsequent Events

In accordance with the provisions set forth in FASB Statement of Financial Accounting Standards

No 165 Subsequent Events adopted by the Company as of June 30 2009 management has

evaluated the possibility of subsequent events existing in the Companys financial statements

through August 21 2009 Management has determined that there are no material events that

would require disclosure in the Companys financial statement through this date
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Report of Independent Auditors on Internal

Control Required by SEC Rule 17a-5g1

To the Board of Directors and Shareholder of Commonfund Securities Inc

In planning and performing our audit of the financial statements of Commonfund Securities Inc the
Company as of and for the year ended June 30 2009 in accordance with auditing standards

generally accepted in the United States of America we considered the Companys internal control over

financial reporting internal control as basis for designing our auditing procedures for the purpose of

expressing our opinion on the financial statements but not for the purpose of expressing an opinion on
the effectiveness of the Companys internal control Accordingly we do not express an opinion on the

effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission the SEC we
have made study of the practices and procedures followed by the Company including consideration

of control activities for safeguarding securities This study included tests of compliance with such

practices and procedures that we considered relevant to the objectives stated in Rule 17a-5g in the

following

The periodic computations of aggregate indebtedness and net capital under Rule 7a-3a1
and

Determining compliance with the exemptive provisions of Rule 15c3-3

Because the Company does not carry securities accounts for customers or perform custodial functions

relating to customer securities we did not review the practices and procedures followed by the

Company in any of the following

Making the quarterly securities examinations counts verifications and comparisons and the

recordation of differences required by Rule 17à-13 and

Complying with the requirements for prompt payment for securities under Section of Federal

Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and

the practices and procedures referred to in the preceding paragraph In fulfilling this responsibility

estimates and judgments by management are required to assess the expected benefits and related

costs of control and of the practices and procedures referred to in the preceding paragraph and to

assess whether those practices and procedures can be expected to achieve the SECs above-

mentioned objectives Two of the objectives of internal control and the practices and procedures are to

provide management with reasonable but not absolute assurance that assets for which the Company
has responsibility are safeguarded against loss from unauthorized use or disposition and that

transactions are executed in accordance with managements authorization and recorded properly to

permit the preparation of financial statements in accordance with generally accepted accounting

principles Rule 7a-5g lists additional objectives of the practices and procedures listed in the

preceding paragraph
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Because of inherent limitations in internal control or the practices and procedures referred to above
errors or fraud may occur and not be detected Also projection of any evaluation of them to future

periods is subject to the risk that controls may become inadequate because of changes in conditions or

that the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow management or

employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis significant deficiency is control deficiency or combination of

control deficiencies that adversely affects the entitys ability to initiate authorize record process or

report financial data reliably in accordance with generally accepted principles such that there is more

than remote likelihood that misstatement of the entitys financial statements that is more than

inconsequential will not be prevented or detected by the entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that results in

more than remote likelihood that material misstatement of the financial statements will not be

prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first second and third

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for

safeguarding securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with

the Securities Exchange Act of 1934 and related regulations and that practices and procedures that do

not accomplish such objectives in all material respects indicate material inadequacy for such

purposes Based on this understanding and on our study we believe that the Companys practices

and procedures were adequate at June 30 2008 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management the

SEC FINRA and other regulatory agencies that rely on Rule 17a-5g under the Securities Exchange
Act of 1934 in their regulation of registered brokers and dealers and is not intended to be and should

not be used by anyone other than these specified parties

PricewaterhouseCoopers LLP

August 25 2009


